VRS

Employment Taxes for Exempt
Organizations




Presenters

Rich Crom

EMPLOYMENT TAXES | EXEMPT ORGANIZATIONS




]
IRS

Presentation Topics

* What are Employment Taxes?

* Independent Contractors vs. Employees

* Voluntary Classification Settlement Program
e Church and the Clergy

 Electronic Filing and Payment Options for
Employment Tax Returns

 Small Business Health Care Tax Credit

« Additional Employment Tax Resources
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What’'s an EIN
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 An Employer Identification Number is also
known as a Federal Tax Identification
Number, and is used to identify a business
entity.

e Businesses need an EIN.

* You may apply for an EIN In various ways,
and now you may apply online.

e Check out our Interview-style online EIN
application.

* No need to file a Form SS-4
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* Federal iIncome tax withholding
» Soclal Security and Medicare taxes
* Federal unemployment taxes
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Federal Unemployment Tax Act

e |t's part of the federal and state program
that pays unemployment compensation to
workers who lose their jobs.

* It was enacted to encourage states to
provide payment to workers who have
ost their jobs.

« FUTA tax should be reported and paid
separately from FICA and FITW.

 FUTA tax is paid only from an
organization's own fund.
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Recordkeeping

* Your employer identification number.

« Amounts and dates of all wage, annuity,
and pension payments.

« Amounts of tips reported.

e The fair market value of in-kind wages
paid.

 Names, addresses, social security
numbers, and occupations of employees
and recipients.

EMPLOYMENT TAXES | EXEMPT ORGANIZATIONS




]
IRS

Determining Payment for Services

Before a tax-exempt organization can
determine payments for services rendered,
the EO must first know the business
relationship between the organization and the
person performing the services.

* An independent contractor
A common-law employee (employee)
A statutory employee

» A statutory non-employee
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Independent Contractors

* Behavioral control
* Financial control

* The type of relationship of the
parties
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1Be Business Instructions

* When and where to do the work
* What tools or equipment to use

 What workers to hire or to assist with
the work

* Where to purchase supplies and
services

* What work must be performed by a
specified individual

* What order or sequence to follow
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Financial Control
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* The extent to which the worker has
unreimbursed business expenses

* The extent of the worker's investment

* The extent to which the worker makes his
or her services available to the relevant
market

« How the business pays the worker

* The extent to which the worker can realize
a profit or loss.

* An independent contractor can make a
profit or loss.
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Form W-9
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 Independent contractor must complete
this form before he starts work and
before you pay him.

* Form should show business status:
sole proprietor, corporation or
partnership.

« Payments of $600-plus for the calendar
year means you will have a reporting
requirement for that independent
contractor.
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Form W-4

« Employer should ask a new employee to
complete the most current version of Form
W-4, “Employees Withholding Allowance
Certificate.”

* A Form W-4 remains in effect until the
employee submits a new one.

* An employee, who claims exemption from
all withholding, must complete a new Form
W-4 each year by February 15.
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Volunteers

 Volunteers by definition are not
employees.

 |If an IRS examiner discovers a payment
to an individual volunteer he might
deduce it compensation to an employee
or independent contractor.

e The examiner will look for the
recordkeeping or withholding documents
— Forms W-2, W-4, 941, or 1099.
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I@; Statutory Employees

* A full-time traveling or city
salesperson who solicits orders on
behalf of a principal.

e A full-time life insurance agent.
* An agent-driver or commission-driver.

* A home worker performing work on
material or goods furnished by the
employer.
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Worker Classification
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 The EO must correctly determine
whether individuals providing services
are employees or independent
contractors.

 The EO must withhold income taxes,
withhold and pay Social Security and
Medicare taxes, and pay unemployment
tax on wages paid to an employee.

 The EO does not have to withhold or pay
any taxes on payments to independent
contractors.
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I%%; Example 1

A friendly individual who enjoys working
with people, a multi-line telegram, greet
visitors when they come In the door,
make coffee and perform various other
tasks when time permits. The selected
iIndividual must be able to work from

8 AM to 5 PM, Monday-Friday. The
position pays $15 an hour.



¥
I%%; Example 2

The president of ABC foundation
manages the day-to-day activities of
the organization: supervises manager
to supervise the employees, signs the
organization's checks, presides over
monthly board meetings and performs
other tasks as necessary to ensure the
successful operation of the
organization.
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A golf professional sells lessons on the
premises of a golf club. She also sells
golf equipment that she'd purchased
wholesale. She sets prices, advertises
her availabllity, makes appointment and
carries on her activities with permission
of the club, but without order or
iInstructions from club members or
officials.
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VCSP

« The Voluntary Classification Settlement
Program is a voluntary program that
provides an opportunity for taxpayers to
reclassify their workers as employees for
employment tax purposes for future tax
periods with partial relief from federal
employment taxes.

* The taxpayer must meet certain eligibility
requirements.
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iz VCSP modification

« Permit a taxpayer under IRS audit to be
eligible to participate in the VCSP.

 Clarify the current eligibility requirement
that a taxpayer who is a member of an
affiliated group within the meaning of
section 1504(a) is not eligible to
participate in the VCSP if any member of
the affiliated group is under employment
tax audit.
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VCSP continued
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 The VCSP is avallable for taxpayers who
want to voluntarily change the prospective
classification of their workers.

* The program applies to taxpayers treating
their workers as independent contractors or
other nonemployees and want to
prospectively treat the workers as
employees.
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VCSP Agreements

* Pay 10 percent of the employment tax
liability that would have been due on
compensation paid to the workers for the
most recent tax year.

* Not be liable for any interest and penalties
on the amount.

* Not be subject to an employment tax audit.
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Participating in VCSP

« To participate in the VCSP, a taxpayer
must apply using Form 8952, Application
for Voluntary Classification Settlement
Program.

« The application should be filed at least 60
days prior to the date the taxpayer wants
to begin treating its workers as
employees.

EMPLOYMENT TAXES | EXEMPT ORGANIZATIONS




]
IRS

Churches & Clergy

* A church is not required to withhold
Income tax from the compensation it pays
ordained, commissioned, or licensed
ministers.

* An employee minister may have a
voluntary withholding agreement with the
church.

* A church should report compensation paid
to a minister on Form W-2 or 1099-MISC.
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Minister Income
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« A minister’s gross income doesn’t include
the fair rental value of a home provided, or
a housing allowance paid, as part of the
minister’'s compensation for services
performed that are ordinarily the duties of
a minister.

* A minister furnished a parsonage may
exclude from income the fair rental value.
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Electronic Filing

* The Employment Tax e-file System is
available for authorized IRS e-file
providers known as reporting agents,
software developers, transmitters,
electronic return originators, 94x on-line
filing providers and 94x on-line e-Filers
who want to participate in the electronic
filing programs for Forms 940, 941, and
944.
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Post Filing Issues

* Appeals — If you disagree with an IRS
result, you appeal.

« Taxpayer Advocate Service — Helps
resolve problems and recommend
changes.

 Employment Taxes and the Trust Fund
Recovery Penalty — You hold the
employee's money in trust until you
make a federal tax deposit in that
amount.
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e Federal Tax Liens

* A levy is a legal seizure of your
property to satisfy a tax debt.

* Levies are different from liens.

* A lien is a claim used as security for
the tax debt, while a levy actually
takes the property to satisfy the tax
debt.
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Health Care Tax Credit
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* This credit helps small businesses and
small tax-exempt organizations afford the
cost of covering their low- and moderate-
Income workers.

* The credit is designed to encourage
small employers to offer health insurance
coverage for the first time or maintain
coverage they already have.
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SHOP
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* On June 26, 2014, the IRS issued final
regulations which include information on
the requirement to purchase coverage
through the Small Business Health Options
Program marketplace.

* |IRS Notice 2014-06 provides transition
relief for employers in certain counties In
Washington and Wisconsin with no SHOP
coverage available.
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s SHOP continued

* The credit is available to eligible employers
for two consecutive taxable years.

* If you pay $50,000 a year toward
employees’ health care premiums — and if
you qualify for a 15 percent credit, you
save... $7,500.

* If you save $7,500 a year from tax year
2010 through 2013, that’s total savings of

$30,000.
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Eligibility

* To be eligible, you must cover at least 50
percent of the cost of employee-only health
care coverage for each of your employees.

* You must also have fewer than 25 full-time
equivalent employees (FTES). Those
employees must have average wages of
less than $50,000 (as adjusted for inflation
beginning in 2014) per year.
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s What's an FTE"

« Two half-time employees count as one
FTE. That means 20 half-time employees
are equivalent to 10 FTEs, which makes
the number of FTEs 10, not 20.

« Say you pay total wages of $200,000 and
have 10 FTEs. To figure average annual
wages you divide $200,000 by 10 and the
result is your average annual wage. The
average annual wage would be $20,000.
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How to Claim Credit
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* Use Form 8941, Credit for Small Employer
Health Insurance Premiums, to calculate
the credit.

* Include the amount as part of the general
pusiness credit on your income tax return.

* |f you're a tax-exempt organization, include
the amount on line 44f of the Form 990-T,
Exempt Organization Business Income
Tax Return.
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I@; Employment Tax Resources

 Pub

 Pub

ication 15-A
ication 15-B

And many more...

« Exempt Employer's Toolkit
« SSA/IRS Reporter
* Publication 15
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2013 Filing Season 2013 Free File, e-Flle 2013 EITC Offshore Disclosure Identity Theft
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Extended for Some NJ and
WY Victims

Everyone Can Use Free File
Prepare or file returns for free via software or online fillable

Statement on Court Ruling ik
Related to Return Preparers Use IRS e-File

It's fast and secure and helps you file right the first time.

What to Expect for Refunds for 2013
Find out when to expect your refund and how to check on
its status.
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Welcome to Free Filg!
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Penalty Relief for Farmers
and Fishermen

» More ...
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Charities & Non-Profits
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Filing Fayments Refunds Credits & Deductions Mews & Ewents Forms & FPubs Help & Resources for Tax Pros

Charitable Organizations Tax Information for Charities & Other Non-
Churches & Religious Profits

Organizations

-

Proposed Regulations on
Hospital CHMAS
Self-Declarers
Questionnaire

Political Organizations Annual Reporting & Filing
990-series forms, requirements, and filing tips

-

Private Foundations

Other Non-Profits How to Apply to Be Tax-Exempt ! GFDUF’ rulings
- What new organizations need to know questionnaire
Contributors ¥ Latest changes to Form
Revoked? Reinstated? Learn More 990 for TY2012

Information about the automatic revocation process and how to be reinstated. NEW: Information for

Charities & Non-Profits ) :
credit unions.

-

Examinations: Charities

Topics and Monprofits Audits
Education, Workshops and Seminars

o A-Z Index RS 4 ials fo 5 -

e Search for Charities programs and materials for non-profit organizations

= Calendar of Events

= Charity and Monprofit FO Select Check

Audits Search for a tax-exempt’'s status

Free e-Mewsletter
» Online Training
» Life Cycle

StayExempt.IRS.gov
Tax basics for exempt organizations

How to Stay Exempt
Resources for tax-exempt nonprofit organizations

About Us
General information and how to contact us

Page Last Reviewed or Updated: 2012-08-01

eﬂ. Local intranet | Protected Mode: Off
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A-Z Site Index

LIRS

Filing Fayments

Charitable Organizations

Churches & Religious
Organizations

Political Crganizations
Private Foundations
Other Mon-Profits

Contributors

Charities & Non-Profits
Topics

A= Index

Search far Charities
Calendar of Events
Charity and Monprofit
Audits

Free e-Mewsletter

e Online Training

e Life Cycle

Subscriptions ~ | Language ~ | Information For._. ~

)

Search Ly Advanced
Refunds Credits & Deductions Mewes & Events Forms & FPubs Help & Resources for Tax Fros

Charities and Nonprofits A-Z Site Index ="

(AE) | (E-)) I (KO) | (P-T) I (U-z) |
A
s Abusive Tax Avoidance Transactions
e Academic Institutions Initiative
« Accountable Care Organizations (ACOs) and the Medicare Shared Savings Program (MSSP)
e« Action Organization
e Advance Approval of Grantmaking Procedures
s Advance Ruling Process Elimination
s Advisory Committee on Tax Exempt and Government Entities (ACT) Reports
« Affordable Care Act of 2010

e Affordable Care Act Tax Provisions
s MNews Releases. Multimedia. Published Guidance

e Agricultural and Horticultural Organizations - 501{c)(5})

e Annual Electronic Filing Requirement of Small Exempt Organizations (ePostcard) see e-
Postcard

e Annual Information Return see filing requirements

« Annual Reports and Wark Plans

e Appeals Office Consideration

e Publication 892, Exempf Organizations Appeal Procedures for Unagreed Issues
s Fast Track Settlement of Examinations Issues

« Appeals to Courts

= Application Process

e Applying for Tax-Exempiion- An Oveniew StayExempt org minicourse

« Expediting Application Processing

e Form 1023 Application for Recognifion of Exempfion Under Section 501 {cl(3) of the Intemal
Revenue Code

e Form 1023 Instructions

o Form 1024 Application for Exemption Under Section 501(a)

« Form 1024 Instructions

« Mailing Address for Applications for Exemption

-

-

-

-

Publication 557, Tax Exempt Status for Your Organization
Publication 4220, Applving for 501{c){3) Tax-Exempt Stat
Tax L aw Compliance Before Exempt Status is Recognized
Where is My Application?
= Auctions
e Audits of Exempt Organizations see also Examinations
« Automatic revocation of exempt status for failure to file for 3 consecutive years
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Calendar of Events

RS

Filing Fayments
Charitable Organizations

Churches & Religious
Organizations

Political Organizations
Private Foundations
Other Mon-Profits

Contributors

Q Resolve an Issue

Subscriptions W

Search

Fefunds Credits & Deductions Mewws & BEvents Forms & Pubs

Calendar of Events

Upcoming Events

IRS Exempt Organizations offers specialized education programs to help exempt organizations
understand their tax responsibilities. The list below provides information about events on exempt

Language » | Information For b

Help & Resources

organizations topics, and links to detailed information. including registration websites, for scheduled

programs.

Webinars - EQ tax law programs from your computer

Register now for free webinar on churches and religious organizations - July 26, 2012,

Phone forums - Free phone forums featuring IRS employees discussing exempt organizations
topics.
Register now for phone forum on exempt organizations and gaming - July 18, 2012.

Workshops - Small and Medium-Sized Exempt Organizations - face-to-face programs on exempt
organizations tax issues

Conferences - presented or sponsored by IRS Exempt Organizations

Lationwide Tax Forums - the latest word from IRS leadership and other experts in the exempt
organizations tax law field

Additional information

« Materials from past events
« On-line educational programs available anytime at www_stayexempt.irs.gov

Fage Last Reviewed or Updated: 20712-08-02

&& Learn About IRS && Work at IRS 4 Get Important Info

= Advanced

for Tax Fros

A visit Other Sites

¥ Appealing a Tax » Commissioner ¥ Careers * Tax Fraud & Abuse » Espafiol
Dispute » Organization » Job Postings » Privacy Policy » HR3C

* Responding to a ¥ Compliance & » Equal Employment » Reporting Phishing r Er=od
AIiEE Enforcement Opportunity » Identity Theft » Pycckuii

» Taxpayer Advocate » Tax Stats, Facts & * Contracting Cpportunities » Mo FEAR Act » TiéngViét
Semice Figures e i e
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Subscriptions ~ | Language ~ | Information For...

@IRS Search Q Advanced

Filing Fayments Refunds Credits & Deductions MNews & Events Forms & FPubs Help & Resources for Tax Pros

Charitable Organizations Charity and Nonproﬂt Audits .
Churches & Religious

Organizations This web page will explain the IRS audit process for charities and other nonprofit arganizations. IRS
- — Exempt Organizations is continuously exploring how to improve our service to charities and other
Paolitical Organizations nonprofit organizations. and we hope you will find the information on this page useful.

Private Foundations 8 1 : ’ -
You've probably reached this page because your charity or other nonprofit organization received a

Other Mon-Profits letter or phone call from IRS Exempt Organizations (EQ) Examinations saying it had been selected
for a review of its returns. The type of review is one of the following:

Contributors
s Audits: The IRS conducts two types of audits--

e Field audit {or examination): If the initial contact letter sets up an appointment for an IRS
agent to visit the organization’s premises. the IRS is conducting a field audit.

« Office/correspondence audit (or examination): If the letter asks you to deliver documents to
an IRS office by mail. the IRS is conducting a correspondence audit.

o Mon-audits: If the letter indicates the IRS is conducting a compliance check, then youre not
being audited.

MNote: The IRS also sometimes asks organizations to complete questionnaires to help us better
understand how organizations satisfy federal tax law requirements. Meither compliance checks
nor compliance check questionnaires are audits.

Qrganizations are selected for reviews for a variety of reasons, and the scope of the audit ar
compliance check will vary based on the type of review.

An audit starts with the initial contact and continues until a closing letter is issued. A compliance
check or compliance check questionnaire starts with the initial contact. The IRS may contact the
organization again if the IRS needs further information, or if the organization does not respond to the
compliance check or questionnaire. The IRS typically issues a closing letter at the end of a
compliance check, but not at the end of a compliance check questionnaire.

e |nitial contact and letter

e Review of requested items
e Closing conference and letter

Taxpayer rights:

e Taxpayer rights and Publication 1. Your Rights as a Taxpayer
= Right to representation and Form 2848

e Appeal rights and procedures

e Taxpayer Rights Corner

Additional information - charity and nonprofit audits
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EO-Update: Free e-Newsletter
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Subsoriptions « | Language w | Information For... s

ml RS Search Q Advanced

Filing  Payments Fefunds Credits & Deductions Mews & Events Forms & Fubs Help & Resources far Tax Fros

Charitable Organizations Current Edition of Exempt Organizations o0&
Churches & Religious Update

Crganizations

EQ Update is a pericdic newsletter with information for tax-exempt crganizations and tax practiticners -
) ) attorneys, acoountants, and others - who represent them, fram Exempt Organizations {Tax-Exempt and
Frivate Foundations Govemment Entities) at the IRS.

Other Mon-Profits

Paolitical Crganizations

Contributors

Issue Highlights Release
Date

Inside This Issue

20138 532013

1. Reminder: Calendar year Form 580 series returns due by
May 15

2. Executive Summary updated in EQ's Final Report on
Colleges and Universities

Browse the newsletter archive or subsaribe to future editions.

Fage Lazt Reviewed or Updated: 03-May-2013
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$ IRS Stay Exempt
Tax Basics for Exempt Organizations

Home  Mew Organizations Existing Organizations In-depth Topics  Resource Library

Welcome to Stay Exempt -

an IRS site created especially
for 501(c)(3) organizations

How to apply for Maintaining your Expand your exempt =
tax-exempt status tax-exempt status organization knowledge *

Existing Organizations In-depth Topics

4

RESCURCE LIBRARY 8ITE MAP PR MACY ACCERRIBILITY ABOUT LB FAGIE CONTACT UB WEBMASTER GET HELP
StayExemptina faderal governmant wabiite menaged by the UE intemal Revenus Sarvice.
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IRS Video Portal

oll‘?

IRS Video'

TOPIC AREAS

p Churches Information for Non-Profits
P Disabilty Awareness

 Disasterformation
D FirgRetms
) Fundaisng & Donators
poamng

P Help & Resources

Use the buttons on the left to view

all presentations in a specific category

P International Activities B o

P New Non-Profits

P State Tuttion Orgs

l

EMPLOYMENT TAXES | EXEMPT ORGANIZATIONS




More Information

]
IRS

Charities and Nonprofits page

For forms, publications, general information:
WWW.irs.gov/charities

Web-Based Training Program
For 501(c)(3) organizations:
StayExempt.irs.gov

General Questions
Account issues only:
1-877-829-5500 (toll free)
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